Brassels, 16 haly 2003
Doc. Ho: 03- 45920
Eef Mao: ZAMO30.25010

suhject: MNotification of State aid in the form of regionally differentiaied social
security confributions (bransition period for zones 3 and 4) and direci
transport aid scheme. Decision to open the formal imvestization
procedure

Deat Sir or Miadatr,

By letter from the Mission of Moreay to the European Undon dated 26 March 2003 (Do,
Mol3-1546 A), forerarding a letter from the Midstry of Trade and Industry dated 25
Dlarch 2003, a letter from the Mistey of Fmatice dated 25 March 2003 and a letter from
the Muustry of Local Govertunenit atd Regional Developmernt dated 25 Darch 2003, all
received and registered by the Authonty on 26 March 2003, the Noreegian suthonties
niotified a transitional period for the regionally differentisted social secarity cortribations
i cettatn geographical areas (zones 3 and 4 and a new national direct transport aid
scheme. The Norwegian authorties also informed the Adthority that they would notifiy
latet, in a separate letter, a cortirmation of the present scheme in zone 5 (Mord-Troms and
Finnmark). Fusthermore, the Norwegian authonties informed the Authority that they have
approached the other EFTA Gtates to reach a common accord, pursaant to Article 1020
subparasraph 3 of Protocol 3 to the Burveillance and Court Agreemert, it order to retatn
the current scheme in fhis zone.

By letter from the Mission of Noraray to the European Undon dated 15 Apel 2003 (Do,
Mol3-2467 A), forerarding a letter from the Midstey of Trade and Industry dated 10
2prl 2003 and a letter from the Ministry of Finance dated 10 Aprid 2003, all recerved and
registered by the Awuthonty on 16 Aprl 2003, the Norwegian authorities notified a
permanent cordimation of regionally differentisted social secarty cortribuations in Nord-
Troms and Fiwimark (zone 5.

By letter dated 16 May 2003 (Doc. No03-2951 I, the Awthonty acknowledged the
receipt of the dhove letters and recuested additional information. The Competition and
atate Aid Directorate also expressed doubts about the compatibality of the notified aid
MEASES,

By letter from the Mission of Norway to the European Undon dated 10 June 2003 (Do,
Mo03-3707 &), forwarding a letter from the Muustry of Fiuance dated 5 June 2003, both
received and registered by the Authonty on 11 June 2003, the Motwegian authorties
submitted additional conunents and mformation.
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By letter from the Mission of Norway to the European Undon dated 19 June 2003 (Doc.
Mo03-2976 &), forerarding a letter from the Mindstey of Trade and Indostry dated 10 June
2003, both recerved and registered by the Authority on 20 June 2003, the Norsegian
auélhnﬂties subsatted a survey of extra transport costs in the proposed area for transport
aic.

By letter from the Norwegian Ambassador to the European Urdon dated 4 Tuly 2003 (Doc.
Mo03-4403 A%, the Horwegian athonties, as a result of the decision of the Standing
Comtrittes of the EFTA States (Mo 2E2003/3C, withdrew the notification of the
continiation of the differentiated social security cortribitions in zone 5.

The Authority has doubts as to whether the notified transition period in zones 3 ad 4 and
the notified new direct transport aid scheme ate compatible with the finchioning of the
EE& Agreement. Consequently, and m accordanice with Chapter 52 of the State Aad
Caidelines, the Authority 15 obliged to open the procedure provided for in Article 1020 of
Protocol 3 to the Surveidlatice and Cout A sreement.

For further details, please fitud ericlosed a copryr of the Authority’s decision.

Your Govenunent 15 asked to submat its conunents as well as sty information relewant to
the assessmert of the aid within two morths from the date of receipt of this letter. The

Authority may need to ask for additional details after analysing the information provided.

The Authority, by means of publication of the decision m the EEA Section of the Official
Toarnal of the European Urndon and the EEA Bupplement thereto, gives niotice to the other
EE& States atud third patties to submat, withitn one mordh of publication, their conunents
oty the measares i gquestion. The comements will be commuanicated to the Noraregian
Grovenunernt.

If this decision contains confidential mformation which should not be published, please
wnform the Authorty within fifteen working days from the date of receipt. If the Authority
does niot receive a reasoned recuest by the stpulated deadline, it will be deemed that o
agtee tothe publication of the fall text of the decizion.

Yours fathfially,

Harmes Hafstein
College Member

Eticlosure

! “Bitera avr dustribedrifter 1 akbielle tran sportetett ecoper og ireferans ecorer. Tranep ortelioroimicl
etibat. Srbeidedolamrert o 04 06 2003




Do, Ma: 03- 44751
Fef. Ma: SAMO30.25010
Dec. Moo 1415035001

EFTA BURVEILLANCE AUTHORITY DECLIZION

OF 16 JOLY 2003

TO OFEN THE FOEMAL INVESTIGATION PROCEDUEREE FROVIDED FOR IN
ARTICLE 12 OF PROTOCOL 3 TO THE SURVEILLANCE AND COURT
AGREEMENT WITH FEGARD TO STATE AID IN THE FORM OF
REGIONALLY DIFFERENTIATED BOCTAL
SECTRITY CONTEIBUTIONS AND
DIRECT TRAWSPORET AID

(NORWATY)

THE EFT& SURVEILLANCE ATTHORITY,

HAVING REGARD TO the Agreement on the Furopean Economic Ared, in
patticularto Asticles 61 to 63 and Protocol 26 thereof]

HAVING REGAERD TO the Agreement between the EFTA States on the
establishment of a Surveillance Authotity and a Coust of Justice’, in partiolar to
Atticle 24 and Aticle 1 of Protocol 3 thereof,

HAVING REGARD TO the Authority’s Cuidelines’ on the application and
intetpretation of Articles 61 and 62 of the EEA A greement,

WHEREAR:

L FACTS

1. Motification

By letter from the Mission of Motway to the European Urndon dated 26 Liarch 2003
(Doc. No:03-1544 &), forwarding a letter from the Muustry of Trade and Industry

! Hereinafter referred to as the EE& Agzre ament.

* Hereiriafter referred to as the Surveillmce and Court Dgreermert .

* Procediral and Sbstardive Fules inthe Field of State Aid (State Hid Coaidelines), adopted and icoaed
by the EFTL Saveillance Sophorinyy on 19 Jarmare 1994, Pabliched i Official Jommal L 231,
02091994 The Cuidelivnes were lact snerded 18 Trecevber 2002 (ot yet prablishe d).
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dated 25 March 2003, aletter from the Miistey of Finatce dated 25 Warch 2003, and
a letter from the Muidstey of Local Governument and Eegional Development dated 25
Diarch 2003, all recerved and registered by the Authority on 26 Darch 2003, the
Horaegian authorities notified a transticnal period for the regionally differertiated
social security cortributions i cettatn geographical areas (Zones 3 and 4) ad a new
national divect transport aid scheme. The Horwegian authonties also informed the
Authorty that they would notifyy later, i a separate letter, a contirmation of the
preserd scheme i zone 5 (Mord-Troms and Fuvunark). Furthermore, the Norsegian
authorities informed the Aathority that they have approached the other EFTA States
i order to reach a comgnon accord, pursaant to Article 102 subparagraph 3 of
Protocol 3 to the Survedlatice atnd Cout A greement, i order to retain the ourrent
schetmie i this zone.

By letter from the Mission of Noreray to the European Umdon dated 15 Aprd 2003
(Doc. No:03-246T7 &), forwarding a letter from the Muustry of Trade and Industry
dated 10 April 2003 and a letter from the Mistry of Finance dated 10 Apel 2003, all
received and registered by the Avthority on 16 Apnl 2003, the Noraregian authorities
notified a conttation of regionally differertiated social security contribnstions in
HMord-Troms and Fruumark (zone 5) withoat sty specified time himats.

By letter dated 16 May 2003 (Doc. Ho03-2051 L0, the Avthority acknowledgzed the
receipt of the above letters and recuested additional information. The Compettion and
atate Aid Directorate also expressed doubts about the compatibiity of the notified aid
MEASES,

By letter from the Mission of Noraray to the European Undon dated 10 Jane 2003
(Doc. Ho:03-3707 &), forerarding a letter from the Minustry of France dated 5 June
2003, both recerved and registered by the Avthorty on 11 June 2003, the Noreregian
authorties submatted additional conunents and information.

By letter from the Mission of Noreray to the European Undon dated 19 Tane 2003
(Doc. Mo:03-3976 &), forwarding a letter from the Maustry of Trade and Industry
dated 10 June 2003, both recerved and registered by the Avthority on 20 June 2003,
the Morarezian suthorties subtmatted a suevey of extra transport costs in the proposed
area for transport i

By letter from the Norwregian Ambassador to the Buropean Urdon dated 4 July 2003
(Doc. Mo:03-4403 &), the Morwegian authonties withdrew the notificaion of the
continiation of the differentiated social security contritntions i zone 5, as a result of
the decision of the Standing Congrattee of the EFTA States of 1 July 2003 (Mo
220025507, The Standing Comenittes decided that the presend scheme i zone 5 is
compatible with the fimctioming of the EEA Agreemert due to the exceplional
circunstances i fhis zone.

2. Background

On 22 September 1999 the Avhorty approved a proposal from the Norwegian
authorities concemung new regulations i the regionally differentiated social secarity

d “Bitera avr dustribedrifter 1 akbielle tran sportetett ecoper og ireferans ecorer. Tranep ortelioroimicl
etibat. Srbeidedolamrert o 04 06 2003
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contributions scheme’. The approval was limited in time, not going beyond 31
December 2003,

D11 21 December 2000 the European Cotrunission took anegative decision concertng
a recuced social contributions aid scheme notified by Sweden'. In the decision it is
stated that: "The amasf of @d groaded wrder the scheme fo i elighle wideriaiing
does nof bear iy reldfion fo the addifiond frepigport cosfs achually nourred by fhaf
parficular wderfaling The aid grated depends om the size of ifs wage Wl which
depearis i furn on the rmber of persons enployed o thelr average sdaries. Jf can
therefore scarcely be argued fhat the q@id iz ohjectively quepififiable in advepice on fhe
Basis of i dad-per-falometre rafio or on fhe basis of i @d-per-Jiomere v o did-
perasuf-weight rafic’. The inplicafion is also fhat if camot be excleded thaf fhere is
overconpensafion of the addifionsl framgport codfs in af least some cases ™.

Ity the decision of 21 December 2000 1t 15 alzo potted out that Noraray, by letter dated
27 July 2000, submitted comuments to the decision to initiste the formal invvestization
procedure atud that the Norwegian authonties confirmed that Morway operates a
scheme that 15 similar to the Swedish scheme.

aweden was informed aboat the decizion to watiate the formal mnvestization procedure
by letter dated 4 April 2000, The decision to wutiate the formal incvestization
procedure was published on 1 July 20007, The negative final decision was published
oty 14 September 2001 (see footnote &),

Inn the light of the Swedish decision, the M orsegian system was thereafter discussed at
several meetinzs between the Notwegian authonties and the Awuthority, as well as
between the Authorty and the Europeat Comurd s sion,

By letter from the Authority dated 29 November 2001 (Doc. Ho: 01-9557 I, the
Horaregian authorities were 1.4, informed that the Authonty would start an assessment
of the Hotwe gian system aimed at formulating a proposal for sppropriate measures so
that equal condifions of competition within the terntory covered by the EEA
Agreement ate re-established.

The Authority wutiated a formal review of the Norwegian system by letter to the
Horaegian athorities dated 4 Tane 2002 (Doc. oo 02-4159 I, In this letter the
Authorty expressed its preliminary wiew that the Norwegian system of regionally
differertiated social secunty cortribuations might no longer be compatible with the
EE& & greement.

In the Authotity’s decision of 25 September 2002° to propose appropriate measutes, it
was concluded that the present regionally differentisted social secunty cortribtions
scheme does not qualify for the derogation provrided for under Asticle 61030c) EEA.
The amout of aid granted wnder the present scheme does not bear any relation to the
additiotial transpoit costs actually moarred by a partioular undertalang and 8 not
caloalated in line with the provisions of Avmex X1 of the State A1d Guaidelines. In the
operative part of the Decision it 15 1.4, stated:

% Dec. Mo: 22849/C0L. OF © 3, 06.01.2000,p.3, md EES Supplemert Ho 1, 06.01.2000.
U 0TL 244, 14.09 2001, p.32.

" 07134, 01.07.2000, .10,

% Dec. Ho. 1724020 0L,
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I " The BERTA Surveillace Adhorify proposes fo Norway, on fhe basis of Arficle
Ifi) of Profocdl 3 fo the Sieveillace aid Cowrt Agreement, the following
appropriate meazres with regard fo the Safe @d hvolved in the sysfem of
regiondly  differevfiafed soclal securify fax [ "Geografisk differensiert
arbadsgveravgift ™)

&) The MNorwegien cifhorifies shall fake iy legisiafive, admivisirafive
aid ofher meamires vecessry fo elintnde @y Stafe ad within the
meaung of Arficle GIf1) BRA rexdfing from fhe spsfem of regicvally
differavfiafed social seciriiy fax, or fo revder much qid conpafible wifh
Arficle 61 of the BEA Agrecmert,

h) The Morwegia adfhorifies shall elimivafe @y zch @d o reder if
compatible with gffect from 1.1 2004 wrless the Authorily agrees fo a
lafer dafe showld thet be commdered objectively necessary axd jusfified
by fhe Authorify in order fo allow an gopropriafe fravsifion for the
waderfaiangs in quesfion fo the adiusted sifuafion, @yl

e} The Norwegian aihorifies shall compantcafe fo the Adhoriiy the
relevepif meanires adivsfing the ad scheme 5 soom s possible vl Tn
21y event vo lafer fhepr 25 Mearch 2005

2, The Nonvezian authorfier are requested fo inform the Authoréy in wrfing
within one month jrom recapé of this proposal that fhey aceept, pursuant fo
Aricle 111} of Profocol § fo the Surveillance and Court Agresment in ifs

enfirefy this proposal for appropriate measures.”

By letter dated 29 October 2002 from the Mission of Horeray to the European Uimon,
received and registered by the Avthority on 31 October 2002 (Doc. Mo: 02-T2535 A),

the Moraezian sithorities accepted the sppropriate measares.

3. Description of the proposed measures
3.1 Notification of a transitional period in zones 3 and 4

For the pupose of the social security contributions Morway 13 divided into five
gengraphical zones. The hughest tax rate 15 14.1 per cent in zone 1 that covers some 75
pet cert of the popualdion. In zone 5 (Mord-Troms and Finrumark) that covers the wery
notthenunost part of the country, the rate s zero, An overview of the geographical
zones and tax rates 15 given in Armex 1 to the decision of 25 Beptember 2002 (Dec.
Wo: 17202001,

By letter dated 25 March 2003 from the Muustry of Finace, the Norwegian
authorities notified a transitional arrangemernt for zones 3 and 4, and presented the
following table concerning the escalaion of the social secunty contrinations rates:
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Tahle 17
Chatretit Fates 2004 | Rates 2005 | Fates 2006 | Rates 2007
rates
Saote 1 14.1 14.1 14.1 14.1 14.1
Ste 2 10,6 14.1 14.1 14.1 14.1
Sate 3 f,4 8.3 10,2 121 14.1
St & a1 T3 25 11,7 141

The mcreased rates m zones [-IV from 2004 onwards will apply ondy to aid
exceeding the de miramis amourt.

The proposal wmplies a transitional period over 3 years for zone 3 and 4wl the foll
rate of 14,1 per cert 15 reached 1 2007

The argaments it forwrard for such atransitional arrangemerd are firstly that, in hight
of the chronological development of the case, the Notwegian aithorities are of the
opirioty that they recerved "o cdear 3gwals ™ wntil late aubomn 2002 that the system
as such had to be sholished. The Norwegian authorities state that they did not find it
professionally or politically adwvisable to recquest the undettakings to adapt to a
sthaation with no differertiation (heyond de mivomis), before they saw the contours of
a new system. In this respect the Norwegian authorities refer to mformal disoussions
that took place in the wake of the Eutopean Comtrission’s decision on the Swedish
system of reduced social security cordribnations.

aecondly, it 15 argued that the economde effect of abolishitng the system as from 2004
will raise sigrficart atud wety serious difficulties, not cndy for indrrichal firms, bt for
all firtms (exceeding the de miamis threshold) and thus, for the employrment stuation
i1 the whole area. It 15 estimated that, if the system had been prolonged as from 2004,
the total gross tax relief to the private sector in the zones II) IIT and IV, would be
HNOE 4270 million (some ETER 520 milliog).

& repott from an independert commwttee, "Effeihdvalgef”, presents various
caloalations of possible macro effects of aholishing the regional differertiation of the
tax Prowvided that there are no meidence effects on wages and product prices, the
estimates indicate an employmerd recduction in the private sector of 15400 persons in
zone [V and 2900 persons in zote I as a divect effect of the micrease in total wage
cogts. This would represent an isolated reduction of employmert i the private sector
i these regions of 15,5 per cent (13,5 per cent in zane 111 152 per cent in zote IV,
The corresponditg reduction in total employment in these regions would be 7.5 per
cent ity zotie 11 and 2.5 per cent in zone [V

The Horwregian aithorities also presert caloalations of the estimated effects of a de
mirimis scheme. The Norwegian athorities hawve estimated the total mumber of
employees i the private sector for which a de mivipas scheme would not apply.
(Feduced social securtty contribntions could be applied to wages for a linated mamber
of emplogrees i each firm, ensuring that the tax benefits donot exceed the de mpomis
threshold of EUR 100000 over a three-year period)) They conchide that the share of
normal man-labour years dhove de movings i zone [ ad TV are 43 per cent and 55

* The notification Cobicemingg Tore 5, where the omrert Tate ic oo, ic desaibed o poird 3.3 belowr,
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per cert respectively, and that the reduction in emplogrment (given the sitroduction of
a cle miviing s scheme) would be 3.2 per cent in zone IIT and 4.7 per cent in zote IV,

It their niotification the Morwegian authorities potnt oot that in the lotng nan inereased
taves may be shifted to avarious degree to wage eartiers and consaumers. It is stressed
that such aprocess takes a longtime and it 15 therefore necessary to have a rather long
tratsitiotial period as the inunediate effect of a rise in taxes would represent a
cotrespotuding increase i employers’ wage costs.

The Motwegian asthonties refer as well to the low profitability for erdermprises in
zones 3 and 4. It 15 stated that a (fall) tax increase, taking the de porvimis possibility
wto accowt, would for the year 2001 correspond to aboat 24 per cerd of total
operatitie profit for compandes in zone 3 and, correspondingly, almost 40 per cent in
zone 4.

The Motwegian asthonties also present caloalations of the effect of wdroducing a
direct transport aid scheme. As transport aid will be granted onby for extra costs for
tratisport of goods, it is mattdained that such a measare will be hinated ondy to a small
patt of the atfected enterprises. The conclusion is that given a total budget for the new
scheme of NOK 150 midlion after the transtion period, the new scheme will

compensate for 10 per cerd of the enterprises” losses.

By letter dated 16 May 2003, the Authority noted that the notified transition penod is
thee years forboth zone 3 and 4, and therefore that the relative iereases per year are
higher in zone 4 than i zone 3. The Authorty therefore staded that it would
appreciate recesring arguments for why erdetprizes in zone 3 need the same transition
period as those in zone 4, in spate of facitg a smaller increase i the tax burden. The
Authorty also idicated that it would sppreciate recerring additional commerts or
caloalations demonstraing the effects of transtion periods of one and two years,
respectively, for each ofthe zones, and compared to the notified three year period.

By letter dated 5 June 2003, the Muustry of Fmatce subnuts addtional comuments.
The Mitustry states that withost a transibional period, the iterease in the social
security tay correspotuds to an smmediate merease in the firms™ labowr costs of 2.6 and
T2 per cent in zones 3 atud 4, respectrvely (as soon as the de mivings theeshold is
reached). Assuning general wage incteases as forecast by the aghorities, fo
tratsition period would mmply an mcrease in laboar costs for endetprizes in zoties 3
atwl 4 in 2004 almost three times higher than the normally expected increase i sach
cogts (& norimis effect not taken into consideratior). A transitional period of three
years would, according to the Mirnstey, allow for a higher degree of wage adpstment
to take place before the full rate 15 gpplied, postpotie the nse 1 costs to firms and
rechice the romber of closures atud jobs lost as a consecquence of the increase inthe fax
rate. &As to why enterprises i zone 3 need the same transtional period as enterprises
i zone 4, the Ministey states that theee years 13 a very shodt period inboth zones, that
the relatrre differences in the increases between the zones are very small and that it
would be unforbanate with a differertiation in the transitional period.

32  Notification of a new direct transport aid scheme

By letter dated 25 March 2003 from the Muustty of Finance and a letter dated 25
Dlarch 2003 from the Mtustey of Local Govenunerd and Regional Developmert, the
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Horaegian authorities notified the Authority of a new national divect transport aid
scheme.

The following countiesmowdcipalities are proposed as eligible for national transport
ald:

- Troms: Harstad, Tromss, Ewefjord, Sleandand, Bjatkey, Ibestad, Gratangen,
Lavangen, Barch, Salangen, IIalzelv, Sotreisa Drprary, Tratvey, Torsken, Berg, Letorik
atwd Balsfjord,

- Hordland: all modcipalities,

- Hord-Trendelag: Leka, Neaerey, Vikna, Flatanger, Fosnes, Cwethalla, Hegylandet,
Grong, Matmsos, HMamsskogan, Reyrrilk, Lierne, Sridsa Inderay, Hamdalseid, Verran,
Ilogvil, Verdal Leksvile Merdber and atetdyer,

- dar-Trendelas: Hemne, Snillfjord, Hitra, Freva, @iland, Aodenes, Fissa, Bjusn,
;Elﬁnrni Foaty, Ogery, Oppdal, Rerwebns, Meldal, Reros, Holtalen, Dlidtre Gauldal
Selbny atnd Tydal

- Matre oz Bomasdal: Enistiatneund, Vanybren, Sande, Herey, Ulstein, Haredd, Morddal,
atratida, Stordal Fauma, Nesset, Midswnd, Sandey, Aukra, Eide, Awersy, Freg
Femties, Tingvoll, Bunndal, Surnadal, Rindal Aoare, Halsa, Tustna and Smela.

- sogn og Fjordane: Gulery, Solund, Hyllestad, Heyatuzer, Vik Balestrand, Letkanger,
aogtdal, Aurlatnd, Leerdal, ;Elrn:ia.L Luster, Askvoll, Flaler, Gaulat, Ielster, Bremanger,
Vigsey, Selje, Fid, Hornindal, Gloppen and Stryn

The Horwegian aathorities state that the desionation of the area for regional transport
aid 18 based on Armex Z1 of the State Aid Cuidelines, which establishes criteria for
granting aid to offset additional transport costs i low population density areas, i.e
regions with less than 125 mhabitants per seuare lalometre. The notification meludes
patts of Ber-Trendelag and Maere og Fomsdal. While these inchided patts have low
popalation detisity, the two courties are as such not low popualation density coaaties.
The Norwegian authorities argue, however, that this imelusion iz justified according to
Anmex X of the State Aid Gaidelines as the population coverage of the new proposed
atea 13 1601 per cent of the total population i Norsay compared to the ourrent
poplation coverage of 2355 per cend for the exsting indirect transport aid scheme
(the regiotially differerdiated social security cortribnations).

According to the notification, aid may onky be given in respect of the extra costs of
tratepottite soods inside the national terrtory, caloulded on the basis of the most
direct atud economical mode of transport between the place of production and
processtyz atud the nearest comumercial outlet,

The highest aid intensity priority 18 given to Troms, Nordland and Nord-Trendelag
(zone 1) while Ser-Trendelag, Mare og Romsdal and Sogn og Flordane (zone 2) is
subject to lower aid intensty. The aid wdensity will be differertisded accordmg to
tratsport distance Crnardmoam 350 kg and according to geographical zone. The table
below shows the differentiation in aid wdensities.

Table d: Aid intensity

Transport  distances in| Zone ] Zotie 2
kilometres

350 =700 30 fer cend 20 per cend
701 - 40 et cent 30 per cent
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The MNorwegiatn aghorities state that they will ensare that firms are not bemg
overcompetsated. IF undertalangs benefit from a reduced social secunty tax in the
satne period, the advantages of this tax reduction will be deducted from the transport
aid grart calculated according to table 2. Furthermore, the wndedalangs will not
receive more in transport aid from the new transpost aid scheme and reduced social
security contributions, altogether, than the amount equrralent to what they would have
received through the exsting differertiation of social security contributions.

By letter dated 16 May 2003, the Avthority requested addfional information. The
Authority noted that four of the sowdcgpalities proposed covered by the new direct

tratisport aid scheme are outside the regional aid map (Herey, Ulstetn, Haredd and
Aukra). The Authority expressed doubts about the Norweglan  authorities’
intetpretation of the Stae Aid Guidelines. I low population areas #n Ser-Trendelag
atwl Imtre o Fomsdal shall be mcluded in the area eligible for transport aid, these
areas must, i the Authority’s wiew, replace areas’moadcipalities from the nine other
low popalation density cowdies (Troms, Mordland, Nord-Trendelaz, Sogn og
Flordate, Aust-Agder, Telematk Hedmark and Opplawd).  The Authonty also
recuested a copy of a report documerting additional transport costs.

By letter dated 5 June 2003, the Miistey of Finatce submitted additional information.
The Ministry armues that the regional stabe aid map 13 notified for wrvestment aid and
niot for hatidicaps due to extra transport costs and that compardes o those four
mudcipalities face permanerd disadvantazes, as they ate slands withoat ary road
cormectionn with the mainland. The Norwegian Govenunert is of the optuon that
Anmex X of the State Aid Gaidelines allows for a certain flexibility in the selection of
ateas that are eligible for transport aid In the light of the arsuments abovwe, the
Govemimert therefore maintaine the notification of the transport aid map as proposed
i the letter dated 25 March 2003, including the four muandeipalities Herar, Haread,

Ulstein and Aukra,

&z regards the areas that qualify for regional transport aid, the Noraregian suthorties
pott out that i their siew the conditions for replacement of areas/muandcipalities are
i accordance with the provisions of Armex 20, The Norwegian authorities argue that
the total popualdion of the mondcgpalities withun the regional state aid map in the
conties of the low population density courdies of Hedmark, Oppland, Telemark and
Aust-Agder 15 209593 inhabtants. These areas are not mcluded in the notification
while the populaticn of the muandeipalities in Se-Trendelag and Mare oz Romsdal
wichaded inthe proposed transport aid scheme, 15 179 792 inhahitarts,

By letter dated 10 June 2003, the Mivstsy of Trade and Industry subsatted a survey
from the Institute of Transport Economics (TEDY on the extra transport costs in the
proposed area for transport atd. The survesy 1s based on inderriewrs with 33 enterprises
dovided wito & samples (geographic ateas). The conchlision from TET 15 that sample 1
(the three northemmost courdies) and sample 2 (cowties in Western-Honeray) have on
average transport costs per man-year — in total and for transpost distances above 350
kilometre — that are sigruficantly above comparable cost figures for the referetice area

(Dslo and surrouanding areas).

1 Fiterpa s mdustrib edrifter i akibaelle rareportstetteconer oF i referme ecorer. Srbeidedokimmert
4.6.2003,
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Inn the meeting on 26 June 2003 m Oslo, the representatives from the Authonty
expressed the view that the survey from TET does not to a sufficient degree prove that
additiotial transport costs exst inthe geographical areas in southem Moreay proposed
as being eligihle for direct transport aid.

IL APPRECIATION
1. Notification requirement and standsiill clause

Article 102 of Protocol 3 to the Surveilance and Coutt Agreemerd states: “The BFTA
Serveillmwe Adhorify shal be tformed, in mgfficient fime fo awble if fo rdbngf ifs
commerts, of avy ples fo grad or alfer @d” Aild provided without notification or aid
that is notified late, e notified after being “bed dafo gffect” 15 considered vnlawtial
atd, see Chapter 32210 of the State Ai1d Guidelines.

By letters from the Mission of Moneay to the European Union dated 26 Mlarch 2003
(Doc. Mo, 03-1244 A, 15 Aprd 2003 (Doc. Ho. 03-2467 AY, 10 June 2003 (Doc. Mo,
03-3707 A) and 19 hane 2003 (Doc. Mo, 03-3976 A, the Moreegian authorities have
fulfiled their obligation according to Article 1(3) of Protocol 3 to the Survedllance
atwd Court Agreemerd.

2. The exisience of Siate aid
« Article 61(1) EEA
Article 6111 of the EEA A sreement reads as follows:

“Save as ofherwise provided i flis Agreement, @ aid greifed by BC Member
Sfates, BRTA Safes or through Stafe rescurces i ay form whetsoever which disforfs
or fhreafens fo disforf compefifion by fvaring cerfam wnderfalongs or fhe
prodcfion of cerfan goods shall, in 5o far as if affects frade befween Confraching
Farfies, be conpafible with fhe finwfioving of this Agresment. ™

The EFTA Coutt stated in Case E-6/98", paragraph 43, that: “the Norwegion social
securify corviribudion scheme consfifufes Safe aid witlin the meaving of Arficle 61
ERA” For the pupose of assessing whether the notification of a transitional
arranzemert in zotes 3 atud 4 ivobres State aid, it i noted that the main principles of
the scheme have not changed compared to the scheme assessed by the EFTA Court,
&3 the present scheme satisfies all the conditions for the application of Article 6101
EE&, the Avdhority takes the wiew that the transitional arrangement in zones 3 and 4
cotstibutes State aid.

Under the proposed new direct transport aid scheme, aid 1z provided by the
Horaregian State to certain wndertalangs located in the regions of Horwray eligihle for
tratepot aid. In wiew of the fact that the scheme is not lmited to sectors or
undertalangs, which are fiot srvolved in trade between the EEA States, there 15 a risk
that the aid distorts competition and affects trade between the Contracting Patrties

"EFTA Comt Case E-6098, The Goverron e of Mmpway v EFTA Sevallowe digfioesip [1999] Fep ot
of the EFTH Coat p. T4,
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Consequertly, the proposed aid measure constibtes aid within the meaning of Article
611 of the EE& Agreemert.

« Existing aid or new aid?

Chapter 7210 of the State aid Guidelites states 1a thad: “Erisfing a@d wiffin fhe
meaung of Arficle Ifl) of Frofocol 3 fo fhe Swrvallawe mid Covrf Agresment

ldes: aadhorized aid, 1.e. @d schemes or ongoing provisions of ad fhaf have been
adhorized (see 42.72) avd 5.4.42) or are deemed fo have bean adhorized by fhe

ERTA Serveillemce Adhorify. ™

O 22 September 1999 the Authority decided not to raise objections to a notification
from the Norwegian asthonties cotwenuns the measures that the Norwegian
Govemmert intended to take in order to comply with the EFTA Surveidllance
Authoity’s decision of 2 July 1008% The Authority found that the aid could be
exempted as regional aid (mndirect transport aid) on the basis of Article 6103002) of the
EE& A greement. The approval was linated in time, not going beyond 31 December
2003, Consequently, the corrent regionally differentisted social secunty cortributions
scheme 13 an exsting aid scheme wntil the end of 2003,

The Authority cotsiders that awy Stabe ald resulting from the system of regionally
differentiated social security contribitions after 1 JTanaary 2004 would be newr aid,

The proposed direct transpoit aid scheme 15 anew aid scheme.
3. Compatibility of the aid.

I the Decision to propose appropriate measares to Motway (Dec. Moo 172/02/C0L
see also point 12 above) the Avthority concluded that the presert regionally
differertiated social cortdribation scheme did not cquabfy for the derogation provided
for wnder Asticle 61(3(c) EEA. The amoant of aid graded under the present scheme
does not bear awy relation to the additional transport costs actually inmarred by a
patticular undertaking and is not caloalated in line with the provisions of Anrex 2T of
the State Aid Guidelines.

3.1  Transitional period in zones 3 and 4

Inn powt 11 of the operatrve pat of the Decision to propose appropriate measares to
Woraray (Dec. Moo 172/02/C0L, see also poird I 2 dhowe), it 15 stated that: “Hhe
Norwe gian edhorifies shall elimivafe oy much ad or reveder 1f compatibie with effect
Jrom 112004 wless the Audhorify agrees fo a lafer dafe showld fheat be commidered
chjecfively necessary @i Judified by the Adhorify in order fo dlow @1 gppropriafe
fremisifion for the wderfalongs i quesfion fo fhe adjusfed Sfeafion. ™

Inn the notification (see point [ 3.1 abowe), the N orwegian authorities have gt foreard
twro sets of arguments for whey a transition period is necessary. Firstly, m light of the
chronological developmert of the case, the Norwegian suthornties are of the opinion
that they recerved “ho clear 5gwals" until late aabumn 2002 that the system as such
had to be abolished. Secondly, it is argued that the ecotwomic effect of abolishing the

1% Ses footrote no 5.
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gystem as from 2004 will raise significart and very serious difficulties, not only for
wndividual firms, ot for all firms (exceeding the de miomis threshold) and thos for
the employment sthaation in the whole area.

+ Developmenis until late awhomn 2002

Referring to the facts summarised m pomt [ 2 above concernng the Congnission’s
negative decision with regard to Sweden, there 15 no question that the Norwegian
authorities have known sboat the Comurndssion’s doubts concerning the compatibaity
of the Swedish scheme at the latest sice the opening decision was published on 1
Taly 2000, and the Morsegian authorities have known that a negative decision was
taken o 21 December 2000 o the ldest stice 14 September 2001, By letter dated 27
Taly 2000 the Morwegian aathorities also subsatted comumerts to the decision to
witiate the formal investigation procedure. In fhis letter the Morwegian authorities
confirmed that Moneay operates a scheme that iz sivdlar to the Swedish scheme.

In the negatree decision with regard to Sweden, the Baropean Commission
furthermore stated: "The exisfouce of a amilar scheme i Norway framely fhe
regiondly differenfiafed social securify faxafion scheme) i's vof a myfficiert reasom fo
goprove fhe Swedish redheed social covfrilrdions scheme, I fius corfext, fhe Courf
of Jusfice has rided that iy breach by a Member Stafe of an obligafion wader fhe
Tredy in corpection with fhe profubifion laid down i Arficle 92 comct be justified
by the fact that ofher Member Stafes are also failing fo fAA11 fis cbligafion. The
effects of more fhan ove disforfion of compefifion on frade befwesn Member Sfafes do
ot capcel ome awother af B acoumulae aid the damaging consequerces fo fhe
common markef are ereased

The Hotwegian scheme was disoussed in several meetings between the Norwegian
authorities and the Aduthority in the course of 2001 before the Avuthority, by letter
dated 29 Nowvember, mformed the Norwegian authorities that the Avuthority would
start an assessmert of the Norwegian system with the aim of formulating a proposal
for approprisde measares so that equal conditions of competition within the territory
covered by the EEA Agreement are re-established.

The Authority wutiated a formal review of the Norwegian system by letter to the
Horaegian athorities dated 4 Tane 2002 (Doc. oo 02-4159 I, In this letter the
Authority stated that the Noraregian system of regionally differentisted social securnty
contrintions might no longer be compatible with the EEA Agreemert. In the
Authority’s decision to propose appropriate measures of 25 September 2002%, it was
cotwchaded that the presert regionally differentisted social security cortnbations
scheme does not gqualifyy forthe derogation provided forunder Asticle 610300 EEA.

The aim of the disoussions prior to 25 DMarch 2003 was to see whether cettain
exceptions to a complete abolishimert of differentiasted social security cordribaations
coald be maintaned. In the view of the Authonty it was however clear, after the
decision aganst Sweder, that the corrent system by atd large could not cotatitne,

M ace TRITE Steirmie & Wenlipw Gemarny [1977] ECR 595,
M Tigc. Mo, 1720240 0L,
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Againgt this background, the Authonty cawot agree with the Norwegian suthorities
that they recerved “ho clear 5gwals" until late aabumn 2002 that the system as such
had tobe abolished. In light of the cotrunerts ahove the Authority is of the view that it
would have been possible to take measures that would have allevisted transitional
problems industry is now facing.

In any case, the Authority disputes the relevance of this argament. Whether the
Horsegian Govenunert received more or less clear signals is not decisive sitice a
goverrunent cawot clam a misunderstanding of EEA rales as an excuse for not
fulfilling itz chligations wnder the Agreement. Thos, during discussions with the
Horsegian authorities prior to 25 March 2003, the Authonty took the wiew that a
Iiember Stade catmot wrroke legitithate expectations in order to contime an
mcongatible scheme. This is even more the case m the present stuation where the
authorisation of the present scheme will cease to exist by the end of 2003 and a new
authorisaticn will be recuired i order to approve anew aid scheme.

+ The economic efiect of an abolishment of the sysiem

The Moreegian authonties argue that no transibional penod, or a wery shott one,
would g create uncedainty and crises in a large mamber of regional businesses and
may severely ot economic development in these regions. This & substartiated by
argumerits and caleulations as described in poit [ 3.1 abowe.

Ity spite of this, the Authonty still has doubts as to whether atransitional period canbe
justified onthese grounds, and, if so, how Lotz it objectively showld be.

Firstly, the Motwegian authorities have not subnutted caloulations demonstrating the
effects of transtion periods of one and two years, respectively, for each of the zoties,
atwl compared to the notified three wear period (as requested in the Avdhority’s letter
dated 16 May 2003). In the letter dated 5 Juane 2003 from the Ministry of Finance, the
Noraregian authorities only make compatisons between a transition period of three
years atd fo transition period at all while stating that: "2 fraafion pericd of less
fhem fhree years world be foo shorf”,

aecondly, in the letter dated 16 May 2003, the Authority requested armaments for why
ertemprises t zone 3 need the same transition period as those m zone 4, in spite of
facinz a smaller increase i the tax burden. In the letter dated 5 June 2003 from the
Lliristey of Finance, the Morwegian authonties state that: "The relafive differerves
befween fhe fwo zones are very small compared with the need or wage adpsfmenfs in
both zowes. A differenfiafion of the fravsifional pericd befwean fhe fwo zones wondd in
cer view be wiforfimicate in fhe presanf Sfuafion. ™

« Conclusion concerning the notified transitional period in zones 3 and 4

Talang wito cotsideration that sy State aid resalting from the system of regionally
differertiated social secunty contribntions after 1 Jamary 2004 would be new aid,
that the Morae gian avthorities, inthe view of the Avuthority, have been avware for quite
some time that the system as such could not contirne and that the Authority has
doubts about the economic justification for a transition period of three years i hoth
zone 3 and 4, the Authorty has doubts aboat the compatibality of the notified
tratisitiotial period in zones 3 and 4.
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32 A new direct transport aid scheme

The proposed ateas eligible for direct transport aid cover moundcipalities i six
counties. OFf these sie counties, four have a population density of less than 12,5
whabitants per soquate kilometre, Four of the mundcipalities proposed eligible for
direct transport aid are outside the regional ald map (Herey, Ulstein, Hareid and
Aukra).

+ Municipalities ouiside the regional aid map

The Authonty's athorization of the map of assisted areas for Morway i 1999
(32TRACO0L) implied an endorsement of the granting of aid under approved regional
aid schemes. [t follows that regional aid (for example direct transport aid) camot be
granted outside the approved map of assisted areas.

Inn Chapter 25 5050 of the State A1d Guidelines it 15 stated that: "Theing fhe period of
validify of fhe map, ERTA Sidfes may request adjustmets fo if, If if is shown faf
socio-eoonomic coredfions have chaged Sguficanfly. Swh chaiges may relafe fo
the rafes of fensily v the eligible regions, provided fhat the possible drluson of
new regions 1 offsef by the exclusion of regioms having fhe same podafion. The
vealidify of the adivsted map expives on the dafe already sef for the origina mep ™.

&3 the Norwegian athorities have not notified an adjustment of the map of assisted
ateas # accordatice with Chapter 25 5000 of the State Aid Guidelines, regional aid
(direct transpott aid) to the four muandcipalities odside the regional aid map (Heray,
Ulsteirn, Hareid and Avkra) would, i the wiew of the Authority, be mcompatible with
the State aid provisions of the EEA A greement.

+ Documentation of additional transporti cosis

&z dooumertation of additional transport costs, the Noreegian aghorities have
subtrdtted the survey from TE (see poirt [ 3.2 abowe),

Inn Chapter 25 4727 of the State Aid Guidelines it 15 stated that: "D fhe regions of low
poprdafion dasify quaifiing either for exenmpfion wyder Arficle 613)ia) or wider
GIi3)c) on fhe basis of the poulafion densfy fesf referred fo i Chapfer 253,
paragraph {17), ad ivtended partly fo offsef addifional frangport costs” may be
authorised wader special condifions™. I is up fo the EFTA Skafe fo prove fhaf such
cdcdifiored cosfs exist avd fo defermine thalr amamt. ™

The Authority considers that the survey from TET does not to a sufficient degree
prove that additional transport costs exist in the geographical areas in southern

3 gl Ut casls mean e exya eoslts oreasioned By movemards of goods wition

Iopders gf the cowrdry comiceried e QrCLmmsianees may such o 3 corshihte erport od e must
It coruiihdt e W easures B ng an equevalerg gifect ho QUmIiial ve peshT chicRs ORI s, wition de
wearnng of Aiicle 11 gf the BEA dereewm org,

' pirh regard fo He speaal condiBors for resiors qualifwng fov te diicle 01¢3) ) derorahon wader
i populahion dersity Guterion see drme s TP gf the Shate 43 Guodelines. ds for the othier regions
eligble for @d b gifset in poot addibonal frowport costs, By condiions il cable are similar o
Haose in drpren X gf e Shate 9 Guideslines. ™
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Woraray proposed eligible for divect transpost aid. Therefore the Authority has dodbis

abiouat the compatibadity of direct transport aid in these areas (Gogn og Fordane, Mare
og Romsdal atd Ser-Trendelas) with the State aid provisions of the EEA Agreement.

332 A continued differentiaied social secwrity contribution in Nord-Troms
and Finnmark (zone 5)

The Avthority refers to Decision of the Standing Conurattee of the EFTA States Ho
22002550 of 1 July 2003, Consequently, the formal investigation will be hnated to
the notified transitional arratgement i zones 3 and 4 and the direct transport aid
scheme.

4. Conclusion

Inn wiewr of the abowve facts and considerations, the Authority has doubts dbowt the
compatibiity of the notified aid measwes with the fanctiotung of the EEA
Agreement. Consecuerntly, and in accordatice with Chapter 52 of the State Aid
Caidelines (cited i point [T 1 above), the Authonty 15 obliged to open the procedure
provrided for in Asticle 102 of Protocol 3 to the Survedllanice and Cout Agreement.
The decision to opety proceedings 15 withodt prepadice to the final decision, which
may still be to find that the ad 1z compatible with the fanctiotung of the EEA
Agreement.

HAS ADOPTED THIS DECISION:

1. The Procedure provided for in Article 1 () of Protocol 3 to the Surveilance
atwd Coutt A greement 15 opened with regard to the notified transtional period
for the regionally differentisted social secunty contributions in zones 3 and 4
atud the notified new direct transport aid scheme.

2. The Norsegian Govertunenit 15 srvited, pursuart to potat 53,1010 of Chapter 5
of the Authorty’s State Aid Guidelines, to submit its comments on the
openityz of the formal investigation procedure withi two months from the
niotification of this decision.

3. The Norwegian Govemmert s recuested to submat all information enabling
the Authonty to examine the compatibality of the meamires i cuestion with
the EEA Agreemernt within two morths from the notification of this decision.

4. Other EFTA Btates, EC Member States and inderested parties shall he
wnformed by the publishitg of this decision i the EEA Section of the Official
Toanal of the European Union and the EEA Supplemert thereto, weriting them
to subidt commerts within ofe morth from the date of publication.

5. This decision i3 authertic in the English language.
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Dione at Brossels, 16 Juby 2003,

For the EFTA Burveilance Authority

Eitvar IWI. Bull
Presidert

Harmes Hafstein
College Member




